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SUmmary

U.S. exporters of organic products are expected to see agrowing market in Taiwanfor fresh and
processed organic-certified products. While no formd gatigtics are kept of organic imports, local
importers indicate that the value of imported organic food products should reach about USD30
million in 2005 — representing a 20% increase over 2004 and 30% over 2003 vaues. Locd
organic production is about USD30 million vaue a year, according to Council of Agriculture
(COA). Based on thesefigures, it is estimate that the yearly consumption for organic food
products in Taiwan is about USD60 million

In the past, inadequate labeling rules have made it difficult for Taiwan consumers to determine
whether aproduct wastruly organic. A proposed Agriculturd Sefety Bill would consolidate
regulations of organic products under one government agency, the Council of Agriculture (COA).
If it is passed by the Legidative Yuan (LY) and the new labeling rules for organic products will go
into effect in January 2006. New retall opportunities are opening up in the form of upscae
supermarkets that speciaize in organic/natura foods. Taiwan consumers today are significantly
more knowledgeable and committed to purchasing and using organic food products than just five
years ago.

Taiwan’s Organic Standards

The Tawan government has licensed four non- profit entities to certify farmers as organic
producers. Farmers can apply to any of the four entities for certification. Once the farmer’s land
passes ingpection, the farmer can labdl al products with aseal from the organization that
ingpected them. The sedl is only gpplicable to certain products. vegetables, fruits, teaand rice as
these are the products for which Taiwan authorities have aready set organic standards. The sedl
lets consumers know that a product has been grown in accordance with Taiwan organic standards.
Thefour certifying entities are MOA (Mokichi Okada Association), FOA (Formosa Organic
Association), TOPA (Taiwan Organic Production Association) and TOAF (Taiwan Organic
Agriculture Foundation). 1n terms of locally produced organic products currently in the market,
MOA isthe most widely recognized label in Taiwan. Some organic stores display the MOA sedl
on their store signboard in order to underscore their organic commitment.

Lack of Labeling Regulations Inhibit Organic Market

Although organic standards are stringent, confusing labeling laws have prevented the market from
growing. Significantly higher pricing and improper daims and labd aso represent obstacles
facing the growth of the organic market.

How “organic” isthat product on the shelf?. Farmers often label their vegetables and fruits
“organic’ when they are nothing of the sort. Many have used some pesticides and chemicd
fertilizers to reduce production costs. Thereistoo much cheating by farmers and, in a market
where people expect to pay double the price for organic food, consumers naturaly fed cheated
when they find out their purchases are anything less than 100% organic. As Taiwan law does not
Specify otherwise, any manufacturer is permitted to use the word *organic” without pendlty. Itis
aquestion of the maturity of the market. Even with numerous bad examples, however, there are
farmers with a passon for true organic farming in Tawan.

The exidting organic labeling regulations are confusing to consumer because of severd reasons. 1)
As compliance is voluntary, farmers do not have to be certified to claim they are organic. Thereis
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no regtriction on using the word “organic” to promote on€'s product. Some producers have
developed their own organic standards instead of going through the expense of being certified. 2)
There are severd different organic labels available to farmers. The four officid certifying entities
each issue their own sed. This creates confusion for customers inundated with amyriad of
different sedls on organic products. 3) The current certification sedls can only be used on
vegetables, fruits, teaand rice. Products such as mests, poultry or processed foods cannot be
certified in accordance with Taiwan organic sandards. Certifying livestock and poultry requires
additiond investment because of the training required. No certifying entities have applied for the
required additiona training. For products that cannot be certified, consumers have to rely on the
clamsof the manufacturer.

New Agricultural Food Safety Bill in October 2005

Thelack of grict organic labeling rules is an impediment to developing arobust organic market.
The main problem is that respongbility for organic products is soread out over many different
divisons within the Council of Agriculture (COA). For example, an anima husbandry divison
regulates mesat products while food products safety division regulates product labeling. All these
concerns are addressin the new law. COA will introduce to the Legidative Y uan this month
(October) anew Agriculturd Food Safety Bill to replace exigting laws. This new law will give
one divison within COA broad powers to regulate al aspects of the organic market. In addition,
the new law will no longer make compliance voluntary. Organic products will need to be certified
in accordance with Taiwan organic standards.

COA officid said that there was pressure on COA to have the bill completed by October 2005 in
order for it to be introduced in the current session of the Legidative Yuan. The current sesson
endsin January 2006.

Uniform Organic Seal Sate for January

Asagopgap measure, until the Agricultural Safety Bill becomes law, COA will introduce a new
organic sedl in January 2006. This new sedl will replace the four different certification sedls that
are currently being used. Thefour officid certifying entitieswill begin issuing the sedl instead of
their own sedlsin January 2006. COA officids hope that consumers will place more confidence
in this sed because it will be the first seal endorsed by the government. COA plansto begin
educating the public about the new organic sed in December 2005. Until the new Agriculturd
Safety Bill is passed, COA cannot require that organic farmers be certified, consumers will vote
with their dollars and buy only organic products that carry the COA sedl. If the public identifies
the COA sed closdy with truly “organic” products, organic farmers will naturdly be inclined to
apply for certification to continue selling their products.

Private | nvestor s See Potential

Private investors see the organic market as ready to take off. In September, Mother Nature Co.,
Ltd., the largest wholesder of organic foodsin Taiwan, opened the idand’ s largest organic/natura
food supermarket in Kaohsung. Mother Nature has been importing organic food products for the
last ten years, mainly imported from the U.S. Its main businessisimporting organic raw
materias to supply loca food manufacturers to make organic finished products. Now, Mother
Nature wants to process and sdll the food products directly to the customer.
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Mother Nature spent USD10 million to build the 34,000 sq ft. store name LOHAS. A second
store is being built in Taichung. Mother Nature plans for 90 more store locations over the next
two years. The owner believes the image of an upscale organic supermarket will apped to
customers. When the owner of Mother Nature Co., Ltd. went to the U.S. he noticed that organic
supermarkets like Whole Foods could charge a premium and still be very popular. He hopesto
have the LOHAS name carry the same cachet with Taiwan shoppers.

A supermarket chain will bring big changes to the retail market in organic products. Currently,

the retail market for organic productsin Taiwan isfragmented. There are about 800 stores that
gpecidize in naturd foods. Mogt of these sores are individualy owned and about the same size
of atypica convenience store. A branded and well-designed retail chain will force smdler sores
to consolidate and may aso attract more customers to organic products. In addition, alarger retall
market will push the Taiwan government to regulate the market more effectively. Thereismuch
anticipation that the LOHAS supermarket chain will lead to the creation of atrade group to lobby
for dtricter laws on organic products.

Demand for Organic Growing

Precise datistics on organic food saes are not easy to determine because the COA does not
differentiate between organic products and regular food products in Satistics. The only Satistic
provided by COA is about vaue of loca organic production crops, which is about USD15.6
million ayear. Some estimates aso can be made based on imported organic food products.
Mother Nature for example who accounts for about 60% of the organic food product imports
purchased USD6 million in U.S. organic productsin 2004. They estimate that the total organic
market in Tailwan has been growing 7 — 10% a year.

Anindication of the market’s potential can be found in sales of industrid food processing
machines for organic products. These machines are sold to supermarkets and restaurants. They
turn organic grainsto into noodles, bread, tofu products and beverage. Mother Nature, in addition
to sdling the machines, aso supplies the raw materias for the machines. Stores would not be
investing in these machines if the demand were not there. Over 500 stores are using the machines
to process organic products.

Another indicator isthe amount of certified organic farmland. More farmers are gpplying to have
their farmlands certified as organic. COA datistics show that in 2004 Taiwan had 1,246 hectares
of certified organic famlands. Thisis an increase of 30% from five years ago when there were
898 hectares of organic farmland. We bdlieve the actud amount of organic farmland is much
greater as many organic farmers do not see the need to be certified. Many of these famers are
smdl producers and sdll to customers based on word- of-mouth and through locd produce
delivery organizations.

U.S. Exporters Can Benefit from Taiwan’s Organic Market

U.S. organic products exporters should benefit from Taiwan's growing organic market. In Asia,
many U.S. organic exporters have been focused on Japan and Koreafor their products. However,
the Tailwan market isidedly suited for U.S. organic exportersaswell. U.S. organic products can
disolay the USDA organic sedl in place of Tawan certification and many Taiwan consumers
congder U.S. food standards to be more reliable and safe. They may give more weight to an
organic product from the U.S. than asimilar product from Taiwan.
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Comment

The new COA agriculturd bill for imported organic products will required imported organic
products to meet loca regulatory requirements — products will need to meet Taiwan organic
standards and products must be certified by organic certifiers who are authorized by the COA.
There are two ways for imported organic products be recognized by the COA and sold in Taiwan
as“organic’. Oneisto adlow a Tawan certifying agency to conduct ongte ingpections to certify
products. That will take time and the U.S. company will have to pay inspection feeds. Also the
ingpection procedure may cause many problems due to culture and language barrier. The second
optionisfor U.S. certifiers apply to the COA to be listed as “authorized certifying agencies’.
While the new law is expected be promulgated on January 2006, the government will dlow a
grace period during which companies should come into compliance.

The new Agricultura Safety Bill and the new COA organic sed seem to represent sepsin the
right direction for the organic market in Taiwan. Questions remain about when the COA
Agriculturd Safety Bill will become law. It isaso uncertain what impact the new COA organic
sed will have if the Agriculturd Safety Bill isnot passed. Without the new law, the organic sedl
will il only be voluntary. A new upscde supermarket chain gpecidizing in organic products
will provide new retal opportunities for U.S. organic exporters. All of these developments
indicate that the organic/naturd foods market in Taiwan ison therise,
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